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NEWS TIPS
OVERHAUL OF BANKRUPTCY CODE: WEALTHY DEBTORS WOULD BE PREVENTED
FROM EXEMPTING ELABORATE HOMES FROM CLAIM BY CREDITORS
Despite the protection now offered by five states, elaborate homes owned by those who
file bankruptcy will not be wholly exempt from creditors seeking to recover their losses - if the
conference committee now meeting in Washington, D.C., can reconcile differences between
versions of the major bankruptcy overhaul bills already passed by the U.S. House of
Representatives and Senate.
Texas, Florida, Iowa, South Dakota and Kansas provide a "homestead exemption,"
meaning homes are protected in bankruptcy cases. Other states provide limits on how much
home equity can be shielded from creditors, and a few states provide no homestead exemption.
The conference committee, still debating other points, agreed April 24 to limit
homestead exemptions to $125,000 for convicted felons or for anyone who owes a debt under
federal or state securities laws. They agreed that no one who has lived in a state for fewer than
40 months can use an unlimited exemption.
The overhaul, running to hundreds of pages, means that Jeffrey W. Morris, University of
Dayton law professor and one of the nation's leading bankruptcy scholars, would be "under
stacks of paper this high for the next year" helping to incorporate those changes into the
bankruptcy rules. As reporter for the federal advisory committee on bankruptcy rules, Morris
lends legal expertise to the rules committee responsible for turning legislative directives into
judicial procedure.
An early form of the bill was introduced in 1997, and a later version was vetoed by
President Bill Clinton near the end of his second term. The current bill, which would result .in
only the third major bankruptcy overhaul since 1898, was prompted by the ballooning numbers
of bankruptcy cases- nearly 1.5 million last year. Banks and the consumer credit industry have
lobbied for years to revise the bankruptcy code, Morris said.
The Sept. 11 terrorist strikes and the collapse of Enron caused close scrutiny of specific
provisions as the bill worked its way through the legislature, Morris said. Outraged victims of
the Enron debacle who saw their retirement funds melt away point to the $7.1 million Houston
penthouse condo owned by former chairman and chief executive Kenneth Lay that would likely
be excluded from any future bankruptcy proceedings because Texas allows a full homestead
exemption.
For media interviews, contact Jeffrey W. Morris at (937) 229-3315 or via e-mail at
morris@udayton.edu.
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